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In mid-September, President Juan Carlos Wasmosy's administration sold the state airline (Lineas
Aereas Paraguayas, LAP) to a consortium of Ecuadoran and Paraguayan investors headed by
Ecuador's private airline SAETA (Sociedad Ecuatoriana de Transportes Aereos). The sale marked
the first privatization of a government firm in Paraguay. Nevertheless, at the end of September, the
Senate approved a series of amendments to Paraguay's privatization law that will strictly limit the
executive's ability to sell off more state firms in the future.
The Wasmosy administration first began preparations to privatize LAP early this year, after the
airline's directorate reported that the firm was losing about US$1 million per month in operating
deficits. In August, after the government commission appointed to oversee the airline privatization
finished its review of the terms and conditions for LAP's sale, the government accepted bids for
the company from three domestic and foreign consortia. The three investor groups included a
consortium composed of Ecuador's SAETA and two Paraguayan investors; a second group led by the
Brazilian airline Viacao Aerea de Sao Paulo (VASP), which also included some Paraguayan partners;
and a third consortium of solely Paraguayan investors headed by the firm Sady Bazan y Asociados.
In mid-September, the government finally awarded the purchasing contract to SAETA and its
partners, since that group outbid the other competing consortia by more than US$2.5 million.
SAETA offered the government US$22.1 million for the airline, compared with US$19.5 million from
the group headed by Sady Bazan y Asociados, and US$19.4 million from the VASP group. The new
owners, who dubbed their partnership "Skies of America" (Cielos de America), will take over the
airline by December at the latest. The private consortium will control 80% of the company stock,
with the other 20% of shares to remain in government hands. In addition, the Skies of America
partners agreed to absorb LAP's estimated US$40 million in outstanding debt and liabilities,
according to spokespersons from the Paraguayan Embassy in Washington interviewed by LADB.
Notwithstanding the LAP sale, however, the government will fight an uphill battle to sell off
more companies in the future. At the end of September, the Paraguayan Senate passed a series of
amendments to the country's privatization law that in effect would reduce the executive's ability
to act independently of Congress when considering the sale of government firms. Under the
amendments, the executive would be forced to seek congressional approval for each individual state
firm that it proposes to privatize.
In addition, even if Congress approves the sale of a firm, the executive would have to appoint
legislative and labor representatives to the privatization commission that draws up the terms and
conditions of sale. Previously, only the executive appointed delegates to the commission. Finally,
the amendments would prohibit the government from taking responsibility for repaying debt owed
by companies targeted for privatization. That could seriously jeopardize the government's ability to
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attract investors, since some firms are heavily indebted and potential buyers may be discouraged
from bidding if they must absorb the entire debt.
The Senate amendments mark the latest twist in the Wasmosy administration's battle with
Congress to push the privatization program forward. In April, a group of 23 senators which included
dissidents from the governing Partido Colorado as well as members of the opposition Partido
Liberal Radical Autentico (PLRA) passed a bill to block the sale of five companies targeted for
privatization by the executive. The bill labeled those five companies which included the national
electric, water, and telephone companies, plus a cement company and the Social Security Institute
"strategic" public utilities, which in effect prohibited their sale.
In the end, President Wasmosy vetoed the bill, which in turn encouraged the Senate to pass the
latest amendments to the privatization law. The senators who voted for the amendments argue
that they do not prohibit the sale of state firms as the bill in April tried to do. Rather, the new
amendments make the entire process of privatization much more "transparent" by giving Congress
and labor organizations a greater role in decisions. Indeed, the country's labor groups had lobbied
heavily for Senate approval of the amendments, since an estimated 10,000 civil servants would be
affected by the sale of companies that the government has already targeted for privatization.
In addition to the five firms under debate in April, the Wasmosy administration hoped to sell off
four other companies this year: the alcohol refinery (Administracion Paraguaya de Alcoholes,
APAL), the steel company (Aceros Paraguayas, ACEPAR), the state railroad company (Ferrocarril
Central), and the state shipping firm (Flota Mercante del Estado, FLOMERES). Not surprisingly,
the Senate amendments provoked heated debate among members of the governing party and the
PLRA, since the two parties are severely divided over the issue of privatization.
Greatly aggravating the debate are recent reports that operating losses in nearly all the state firms
targeted for privatization have increased substantially since last year . "It grieves me that my fellow
legislators are myopically defending state control of inefficient state firms that are draining valuable
resources from the public budget," said Luis Jaegli, a deputy from the PLRA. "The money being
wasted on those companies would be much better spent on health, education, and anti-poverty
programs."
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